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Pfcoposition/13, an amendment to the California Constitution 
that limits niocsi" propf^ty tax rates .and makes it more difficult 
to increase other;*sitate and local taxes, v^ll reduce the property 
tax 'revenues of California local governments by some $J?044 
million ri^ fiscal yeas 1978-1979. Spending cutbacks will not be 
*as deep A * Implied by * the revenue loss because the state has 
agreed redistribute $4, 122 million of its accumulate* surplui to 1 
4ts local ^©verameata because acini localities have surpluses of 
their^own to tap ; and because some jurisdictions "will raise feea. 
users* charges, aad nonproperty taxes * ; 

4 , In, the aea^ term. Preposition 13 will have an insignificant 
effect on the nation's economy* The, property tax cut will 
stimulate r v economic -activity, but only slowly because much ©f ft 
will be retained by businesses* . It will also lead to a low^r 
price level because property tAxes are a part of the housing 
component of the » Consumer Price* Index (Cfl)* The cutbAek^ in- 
state and local spending resulting from Proposition 13 r however 9 
should depress the fceaomy* On bfjlaaee Proposition 13 will causes 

© Marginally lower levels of real economic activity 
through the first half of calendar year 1979 and margl* k 
nally higher levels of real activity by'midTiSSO* 

o An employment loss of about 60,000 by the end ©f 1978 
that will gradually diminish in size* 

o A reduction inthe Consumer Price Index of 0.2 percent by 
the end of 1978 and 0.4 percent by mid-1980* ' 

Federal revenues should increase by about $600 million 
in fiscal year 1979 and $900 million in fiscal year 1980 because 
of Proposition 13- These increases are the net result of two 
offsetting facters* first, because individual and business tax* 
payers will have smaller property tax deductions to, claim on 
their federal tax* returns , federal coj^polrate and individual 
income tax collections will rise* Second, the impact of Proposi- 
tion 13 on the price level and on the 5 level of economic activity 
will lower the current dollar value of national income and this, 

. 1 i* 



taten alone,, will cause federal tax collect long to be loWer than 
t they would have been In the absence of Proposition 13* * 

Total federal expenditures will not *be^ Significantly af- 
fected by Proposition 13* Expenditure^ cutbacks by California* and 
its localities will lead to layoffs tnat could Increase spending 
for transfer program^ such as unemployment compensation and 
focA stamps* Oh th« other h$nd, the Impact of the- property tax 
4 cut, on the' price level will lover -anticipated federal spending 
for social security, .civil service retirement , and other programs 
whose spending leveLs _ are v tled directly or indirectly to the 

* . ■ d ■ r . v 1 ■ 

Expenditure* cutbactas could lead to" loner federal spending 
„by reducing California' s participation in/ federal gnat programs 
that have matching requirements * For example r an expected denial 
of the cest-of-iiviiig increase In welfare benefits will simul* 
taoecusly reduce federal as /well as state and local expenditures. 
Sidget cute could als^r Lead tg California governments violating 
the 4 maintenance pf ef fort' vprovisio^s^ contained in many federal 
grant prog rams* TKe \ employment and training, education 9 and 
transit areas -appear to be the most susceptible to this situation 
bccuring* OvetWll, however, these provisions are not expected to 
pose serious problems** Moreover, while California may lose 
sqn§ federal* ali, mmch^of this money would he reallocated to 
^pthtr states at ja latet date* Thus » while the level of federal 
spending in the near k term might be lover than would be the case 
if Proposition % 3 had -not been adopt eB, it could be higher after 
the funds are reallocated • 

Many of* the factor^ thought to be responsible for the 
passage 5 off Proposition 13— the high tax rates, rapid rate of tax 
Increases, and presence of surpluses— are not conditions unique 
to Calif ornla'. Thus similar taxpayer revolts could occur else 
where or public officials could attempt to preempt such revolts 
by providing ta* relief before required to do so bythe voters* 
Such relief is likely Vobr financed by slowing the rate df 
Increase iff expenditures and by spending down surpluses rather 
than by cutting back real service levels * * If such actions 
spread to a significant number of states, the Impact on the 
nation's economy and the federal budget could become significant* 
Unless the reductions in taxes are at least twice as large as the 
accompanying slowdown or cut in expenditures, the net effect is 
likely to itg a siowdoim in economic activity and employment 
growth* 
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CHAMETR I.' IHTRODUCTIOli 



Ob Jufli 6, 1978 California voters approved Proposition 
13, an amendment tooths State Constitution that limits effective 
local property tax rates and makes it more difficult for the 
State of California and its Ideal governments to increase 
other taxes. Thm immediate impact of Proposition 13 will be to * 
reduce the property t« receipts of lofcal governments during 
> Calfornia fiscal year 1978-1971 by, about $7,044 million' or 1 51 ■ 
percent. If The extent to % ,wjiich this deduction* will re ami t , in 
lower expenditures and reduced public services is not yet known. ~, 
Much will 'depend upon 'how much of their accumulated surpluses ' 
California and its local governments decide to spend, and how" much 
new re^nus local governments decide to raise Jrom . nenproperty * 
taxes , fees, and users' charges. - * * ** 

While Preposition 13 applies only to California*! the amounts 
Involved are large enough to have nationwide effects 09 the 
economy and on the federal budget* Prepofitidn 13 m%i _ also 
affect the behavior of other states and lOT^aAitieQ* TMfe report 
describes the main elements of: Proposition 13* and then examines 
its probable effects on the national economy,* federal revenues, 
and federal expenditures* Wis final chapter speculates on the , 
possible effect of similar actions In other states. . , * . . * 

< , ■ • ,: < >'■': . . ... 

Description of Proposition 13 

Proposition 13 places restrictions on property tax rates t , 
assessment practices, and increases in state taxes and local 
special taxes. Specifically? * 

** 



J/ The* fiscal year In California runs from July* V to June 30 
and is indicated in this paper by "fiscal ^year" followed 
by two hyphenated years. '"Fiscal year" followed , by a single 
year refers j to the federal fiscal year, which runs from 
October 1 to September 30* 

1 ' ' 



\ 



n 



•»-?v;-"'" "; •••• ;: *' V: - : ; ; - •• • . : ■ .- ■ v; ; 



o Property tax rates, will be limited to J percent of full 
cash value plus the rate needed to service bonded Indebt- 
edness approved by the voters before the beginning of 
* . * fiscal year 1978-1979. The one percent rate will be 

T ' . v. levied, by each county and divided In, proportion to past 

. property tax collections among the county government and 
. . > tne municipalities, school districts, and special dig- 

•*» ;'tricts within the coutfty. %/ 

■ ' ° Assessed values— which are supposed to be 25 percent of 

full value— will be rolled back to the levels on the 
1975-1976 assessment rolls; where these levels do 
• • .not reflect a property's 1975 value, the assessment will 
• be Increased to this level. Assessed values will be 
increased annually to reflect Inflation, but by no 
■ * n mor * than percent per year*, Upon sale a property 

will be ' reassessed at its market value if that value 
, exceeds the 1975-1976 assessment adjusted by 2 percent 
per year. Newly constructed properties will be assessed 
, at market value. ■ | " 

■v v - • ; • ' 

o Statutes to Increase state taxes will have to be approved 
b y two-thirds' of the elected members of each of the 
legislature's two houses and no new state ad-valorem, 
1 sales, or transaction tax on real property will be 

permitted. 

o Special taxes, except for taxes on real property, can 
be imposed by local aovernments only after approval by 
, - two-thirds of the jurisdiction's voters and only If such 

ta3tes conform to 'the powers granted to the locality under 
the state's statutes and constitution. The two-thirds 
r 21 trlCtl0n presuaflb1 ^ «ould not apply to taxes proposed 
t ftf? general purposes {for example, local sales tax) by a 

general local government (that . is, a city or county). 



2/ The rate required to service voter-approved bonded indebt- 
edness is estimated to average about 0.25 percent. Under a 

.» recently enacted law, the pro-rata distribution of the 
receipts fron the county-wide one percent tax will be 
allocated in proportion to the three-year average of tax 
collections by the county government, each municipality and 
special district, and the tax collections for fiscal year 
1978-1979 for each school district. 
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Initially, ^Proposition 13 will reduce the total revenues 
of local governments by 23 percent. School districts, which rely 
heavily on property tastes* would be most affected; cities and 
nonenterprise special districts* the least (see Table I), j/ 

TABLE 1. REVENUE LOSS RESULTING FROM PROPOSITION 13* M TYPE OF 
G0V1RNMEKT* FISCAL TEAR 1978-1979 ■ , 





Revenue 
Loss (in , 
millions 
of dollars) 


Aa a Percent 


Of I 


h - 


Property 
Tax Receipts 


Total 
Revenues 


Cities a/ 

\\ " ' 


806 


60.0 


15.2 


boupDies 0/ 


4»ZJO 


58.8. 


28.9 


School Districts 


3,539 


54.7 


29.2 


Special Districts 
(Enterprise) 


216 


55.7 


22.4 


Special Districts 
(Nonenterprise) 


247 


v 55.8 


5.6 


Total 

i 


7, 044 


56.6 


23.4 


' 4'"- 

SOURCE: Suflmary of 
on SB 154 
and State 


the California 
Relative to Inj 
Assistance to 


t 

Legislature Conference Report 
ilementation of Proposition 13 
Local Governments, June 23, 



1978. 



jkf Occludes San Francisco. * 
h/ Includes Sari Francisco. 



3/ Enterprise special districts run such activities as electric 
and water utilities, waste disposal, transit, hospitals, and 
airports . Nonenterpr Ise special district si provide such 
services as fire prottction, flood control* local and region^ 
al planning, (recreation, parks* and streets and roads/* 



Of 0% $7,044 million reduction in property tax payments, 
about one-third will accrue initially to homeowners and 17 
percent to owners of rental units (see Table 2). Commercial, 
industrial, and agricultural property owners will receive 41 
percent of the reduction. The remainder will represent savings 
to the state government in the form" of , reduced state tax relief 
subventions that replace local revenues lost because of home- 
owner and business inventory exemptions. 



TABLE 2. 



DISTRIBUTION OP IKITIAL TAX RELIEF, BY TYPE OF PROPERTY 
FISCAL YEAR 1978-1979 '•- 



% 

I 


Initial Tax Relief 
(millions of dollars) 


As a Per- 
cent of 
Total Relief 


Owner-Oeeiiplad Restdentlffl 




- 33.2 


Rental-Occupied Residential 


i 

1,200 


17.0 


Conmereial and Industrial 
j 


1,916 


27.2 


Agricultural 


944 


13.4 


State * 


643 


9.1 


Total 


7,044 


100.0 



SOURCE? 



Legislative Analyst f An Analysis, of Proposition 13, The 
JarviB^Ga nn Property Tax Initiative - May 1978/ Califor- 
nia Legislature* Sacramento % California. 



CHAPTER II, TEE IMPACT OF IROBJSITIM! 13 OK THE NATIONAl ICOKOKY 



The impac t of Proposition 13 on tlie nation's ' m^onony vt 11 
depend largely tipon the degiee^t© w*icli public Rector spending 
is reduced in California, tbs coapositleft ©f it%ags speeding 
cuts, and the size of the property ta^c reduction* i 1 



ASSIJMPriQffS fc 

The state aod its ~ localities ha^t accumulated substantial 
surpluses ovm *the past f*w years that could hm used to cushion 
the impact of the $ 7* 0 4 43f /lUuctioa in property tax receipts 
on public spending* The state has eaaeteel a program that will 
provide $4,122 mill ion in additional aid to localities over the 
aeicf fiscal year, offsetting 59 percent of their revaiuas loss 
(see Tahle 3)* No decision lias been made concerning the amount 
that the state trill distribute da subsequent yearg p although 
estimates suggest that the etats^g surplus will be sufficient to 
provide suDStaktiai contiaued mid* \f The size of the surpluses 
and reserves held by loeal governments and the extent to ^hich 
lce^lititis might use these fuads to' mitigate the impact of the 
property tax reduction is uaknom. -~ ^ 



In addition to using state and l&eal surpluses, spending 
cuts ean be avoided* by raising other taacesi f ees s and users' 
charges- Wiile increased state taxes satm unlikely in the aext 



\J The simulations in this chapter assume that the state will 
provide $3 ,750 million in additional aid ^to localities 
in fiscal year 1979-1 980. 



i 
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TABLE 3, RETINUE LOSS REMAINING AFTER DISTRIBUTION OF INCREASED 
STATE* AID TO LOCAL GOVERNMENTS, FISCAL YEAR 1978-1979 



Cities h/ 
Counties c/ 
School Districts 

Special DisUicts 
*(Nonenterprise) 

£>pet.ia 1 DigsLiicta 

(Enterprise) 

iu Lai 



Increased Net Revenue Loss a/ '* 

State Aid (millions (as a per- 
(millions of cent of 

of dolla rs) dollars) revenues) 



250 
1 , 480 
2, 267 

.'■ Lib 
4, 122 



556 
756 
1,272 

24/ 
2,922 



10,5 

9*8 
10,5 

9, 7 



ml u ft . ^lltuLula Ug^laLurfe Uuufeittuce Repor t 
on SB 154 Relative to Implementation of Proposition 
13 and St&te Assistance to Local Gfovernmente, June 23 
1978, 







^ t i^p^t i^ i a« 
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13 mi ti us 


increased ata 


La aid * 






1/ 


J". A 1 UilcS 










c/ 


IlH_ 1 liJeg 










J/ 


While lu^ 


,,r the $1 




t - K. 


4 J 




spa c 1 ^ 1 


di^tc lets s a 


SUifil 1 


b u t 






received 


by enterprise 


special 


disL 


ric ts 



pot cion will be 
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year, some localities jtfnat are empowered' to do so may impose or 
raise- payroll, busirfess t or other taxes* Increased fees and 
users' charges ~^t4 nore likely; a number of jurisdictions 
have, already indicated an intention to raise transit fares and 
impose or raise charges for services such is trash collection* 

V 

If* in addition to the increased state aid s $350 million a 
year from local surpluses are used to offset the property tax 
revenue loss and if other local taxes » fees s and users* charges 
are increased by $250 million in fiscal year 1978-1979 and by 
$750 million in fiscal year 1979—1 980, then local services will 
have to be reduced by about $2,322 million in fiscal year 1978- 
1979 and $3,068 million in 1979-1980* 2/ "To these reductions 
must be added the expenditure cuts of about $500 million that are 
expected to be instituted by the^fitate, through a wage and hiring 
freezes, an elimination of scheduled cost^of -living increases for 
welfare recipients, and other cutbacks* In addition, it la 
logical to presume that bond-f inanced capital spending by local 
governments will hm cut back* This could occur because the tax 
rate limitation could raise the rlsk s and hence interest rates, 
of new bonds and because new debt must be serviced from revenues 
subject to the tax rate limitation and therefore will compete 
directly for funds with existing services* In total, state and 
local expenditure cutbacks are assumed to be $3,072 million In 
fiscal year 1978-1979 and $3 P 8I8 million in fiscal year 19/9= 
1980* For local governments this would represent a cutback of 
about i0 percent from spending levels that were ejected befure 
the passage of Piyposition 13, * 



A ^Ui lion iJ t * t it t & Ir ^, li .,q , ». . 4 a l i k .* I ^ i Ii ^. l -* . ,u t 

. e*i puifcha&cS and sta. tlmi* 1) 4 alif G cjv ec», *ai*ul ^ - li.is 

will depress the tcouLmy and iciucu ag^i.c^dLt Hit^ut acd liuwinea. 
The uuts derived from d^uyii*g cost-of-living increases to state 
and local employees sad welfare recipients iwill^ however, first 
reduce liituoea without reducing teal aggregate oaiput* In fact, 
lower salary rates will reduce the GnP deflatoi (a broad measure 
of intlatlon) by lower lug the c^arieut that measures the price 
of aLate dad i^L^l government t.uLput 



tluns meau £\. l\mci\ U I* m ulu lev in \\ t ici id ha t KiJt^i 
In the absence of Propositi* a 13 aad nut redac \ iOiui from 
cui tenL expenditure^ tax, or i«iwlce l&v&ldt 



/ 



While very small relative to the size of the national 
economy t the §6,401 million- reduction in property taxes paid By 
individuals and buainease. will have a stimulative aeonomic 
effect. 3/ The after-tax incomes of California's homeowners and 
owners of business property will rise, leading to increaaes In 
consumption expenditures and business investment spending, 
Renter s Incomes, after paying taxes and housing costs, could 
rise if the property tax reductions on rental property are passed 
through reduced rents. 



In general the spending cuts off the State of California 
and its localitiee can be expect^ ; ,to have a more depressing 
effect on the economy per dollar than:«the stimulative effect the 
tax cut will provide. This is the cas«Tf&auBe Individuala will 
save some of their tax reduction. In addition, the tax cut that 
la initially received by business— some two-thirds of the total 
—Is estimated to have a relatively 'small stimulative effect per 
dollar, Hin^ in the short run a substantial portion of changes 
in business after=tax revenues typically la not spent on consump- 
tion or fixed investment or passed on as price reductions. 

The property tax cut will also lover the price level. 
The reduction in homeowner's tax payments will directly lower the 
Consumer Price Index (CPI) through its housing component. 
Further reductions in the CPI will occur if lower taxes on 
business properties are passed on to consumers in the form of 
reduced re4*s and prices. These deflationary effects will be 
partially off set by increases in fees and users* charges, 



Taking account at these comply Aid partially u tf 0<;t 1 
* xft< fB - Proposition 13 should have v^y nanar— iff i u ,t insigni- 
ficant— near-term ef recta on the economy. Specifically; 

o Real economic activity should hm slightly depressed 
through the first half of calendar year 1979 because the 
spending cuts wil 1 have a more immediate impact than the 
tax reduction. By mid-1980 real economic activity may be 
marginally higher because of Proposition 13, 



3/ This would be partially offset by the Increases lu tederal 
and state tax liabilities, discussed in Chapter 3, and any 
increases in local taxes, fees, or users' charges. 
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0 By the end of 1978 total employment could be 60 f 000 
less than would be the case without Proposition 13 f 
representing a negligible effect on the unemployment 
rate* The expenditure cutback in the labor-intensive 
public sector is the main reason for this result. By 
mid-1980 employment will hmve recovered somewhat' as the 
stimulative effects create jobs in , the private sector^ 
but still may be slightly lover than the level that .could 
be expected in the absence of Proposition 13. * 

o The Consumer Price Index may he 0.2 percent lower 
by the end of 1978 and 0.4 percent lower by mid^l980. 

o With real GNP little changed and prices lower, nominal 
or current=dollar GNP will be lower (see Table 4). 

TABLE 4. ESTIMATED CHANGES IN ECONOMIC ACTIVITY CAUSED BY 
PROPOSITION 13: BY CALENDAR YEAR AND QUARTER 



1979i I 1980* 2 



GNP (billions of 1972 dollars) - 1 1 

GNP (billions of current dollars) =6 ~ 8 

Employment (thousands) oO JO 

UuuauBQer Price lnde& (|,*it.eui) - U. i - 0,4 



Over a iuu|et Uiw, Las Lcdu^LluUd y£ the suit provided, 

piUp^Sitioii 13 My also affect incentives lo wufk aud to invest 
In such a way as lo stimulate output. Tax reductions in a 
single state may affect the dis tr Ibut ton of investment by at- 
tracting economic development from other states, .This effect 
could benefit California at the expense or other states without 
having much impact on the national economy, 

9 
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Some economists think chat tax reductions in a 'single state 
could also increase national output through net increases in work 
effort ori capital spending. Property tax reductions, however, 
seen unlikely to have much effect on work effort, and a property 
tax reduction of the j type embodied in Proposition 13^8 not well 
designed to increase the supply of new business capital, 'its 
greater impact ia on the rate of return qp existing property. New 
construction will not benefit from the assessment rollbSck 
although It will receive the benefit of the 2 percent limitation 
on annual assessment increases which will build up slowly over 
the years. Moreover, there is a food deal of uncertainty as to 
whether some of the reduction in property taxes on businesses 
might be offset by Increased local changes and business taxes or 
rescinded by subsequent legislation or amendment. In sum, there 
might eventually be a further net increase in nonresidential 
investment resulting from the California business property tax 
cuts, but both the increase and its size and timing are highly 
uncertain. 

The bUaufVa i.. lesideuUai investment is also uncertain. 
Hie benefit Is greater to present owneije, and should induce them 
to hold on to present properties longer than would otherwise have 
been the case. Properties held by their current owners might 
rent aore cheaply than newly built properties because of the 
assessment rollback; competition from existing properties thus 
could hold down the return on new residential investment, 

in suai , i I,. ,1 1 I., .... th e uatiouai 6^1^ .,1 il le U .a a»U 

' 1,1 - rtdtiitiiig 1 1 ...ii Proposition 13 are, likely to be 
insignificant. A good deal of uncertainly surrounds such esti- 
mates, however, because Ch«i«s ia np prior experience from which 
to gauge the eft acts of large, localised reductions in t and 
sei vices 



CHAPTER III* THE IMPACT OF PROPOSITION 13 ON FEDERAL R1V1MJES 



Pfu post Lion 13 will hd/c b M Lh a JltecL and su lud iiecL 
etttict on federal reyenu|a. The diieCL ef fee l of the proper ty 
tax reductions in California arises because individual and 
business taxpayers will have Smaller property tax deductions to 
claim on their federal returns and hence higher tax liabilities. 
The indirect effect derives from rx opus 1 Lion 13 ^s effee^ Oil the 
economy and s taken alone f i educes federal re venue, PtV LyLal } 
federal reveuues are projected to increase- by $600 %iil 1 imi in 
fiscal year 1979 and by $900 million in fiacal yeac 1980 a& a 
result of Piypual iluii ij. 

For indlvi JtiiiJa u.*, ui*l ui jjdtj t^i^.^i » i a^l , n iu 

taault_lug\ from saialltr p. jpeit) La>% deductions wi i 1 d, p^ad upon 
the timing of property tax payu±entij and the redo^i tax lateg 
facing property owners Because California i^al property taxea 
are paij in December and April, uu ly half uf the adduced pi party 
tax deductions of h^meo^ners ate likely to appear in trie Apiil 
197* tax returns itiat largely determine t Is, il yeai 19/9 1 udt vi- 
dua 1 income Lax l.uI 1 ee t funs = Baaed on the lutume d IjL i i b**t lou ±jt 

California homeowners (including those who take the standard 

deductions and thus not benefit fi^u* iL^uilzed prw^c tLy I^a 

deductions)^ a L . ni t Ik) p.tr ce.»» t of the iedu^ed prop Tty L a^. , ay 
meats will t*. ult g^t Ly highei tcjeial Lax 1 iuUil it lis Th. .8 1 u 
fiscal yfedi 1^/9 fedwtdi ludlvl lual in* me 4 ax receipts ill i la e 
by abeut $-JU m 1 1 1 i ua L^eaude uf tiie fall li> pL upe r L ^ l aA p £y 
me tl ts caused Proposition 13, ii, 1 9Bo the Liu .ease wlj i be $49u 
million (see Table 5). 1/ 



1 RfeJ it. ^1 .. k . , , , 4 

[iism ? i.ereabe t a ^ a i . 1 I *h 1 . 1 1 ni k , * i i ( ,11 i ». i ,4 A,. . i..* 

tax* lu turti this Will dec ..ease la.^iai 4 ii v< 4. >y Au 

credsiag rhe ai./jat uf ntaL e taxes i dllforni ms wilJl t able 

to take ^s an Itemized deductions oil the federal inc. ne tcix . 

Tb i s e 1 1 L is small and baa Uw L Leeu i u c 1 ud *=d In i iids c 
esc iuiates , 

i i 



TABLE 5, 



TAX SAVINGS FROM PROPOSITION 13 AND THEIR EFFECTS -ON 
FEDERAL REVENUES * IN MILLIONS OF DOLLARS 



Cal if ornia 
Fiscal Year 
1978-1979 
Tax Saving 



O , 4U J a/ 



H^i*i =HJ t ».u H KcglJciaisi i _ 

C^imiier lea I & lu.iuoLl idl 

I.* L -I 
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Fed en a 1 Keveuue Gala 
Federal Fiscal Year 



1979 

Z u u 



1980 



U ill 
361 



4UU 
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prop-L'ty l^u. ifeli 
in Calif. 



^ t itbtLLs Lhi. $ 7/044 million ccdiimloo 
ptO|*«i ty laxea fui 19 ?d- 1979. 



.tal , ^..^jnercial , 



Induct rial , 



Agt.zultuEAl prtparty wl , A depend not only uu the timing of 
the tax pajifc-atM and me marginal federal tate s faced by the 
tax^ayeiS^ but dso on i he degree to which the tax savings 
accruing to buiiueiBe. at, shifted— that ls # paaaed on to consu- 
mere. Rental property owners and businesses probably will take 
their deductions for property taxes more quickly" than home 
owners on the average ^hey al.u race higher marginal Inderal tax 
rates Table 6), 



TABLE 6. ASSUMPTIONS FOR CALCULATING FEDERAL REVENUE GAIN: 
IN PERCENT S ' 



PropQrtiQn Shifted Fiscal YearNcialffled 
First Later 

Year Years 1979 1980 



Owner =Oc cup led Residential 0 0 30 50 

Reu tal -Qlu up 1 ed MeaideiUiai jj 0/ /3 25 

UuiUfliet^ldi & Induii Lfloi ZU 4D /3 2!) 

Agr iculLuial U iU lb 1*3 



t L u pe< i I y LdK iedutLigue £ui buiiugsagi a TI d 1 audi iJi ds 

like any cusi reduct loa , could be kept as added profit or 
shifted t« consumers In the form gf induced pi ices. The extent 
to wtiluh s*ich shifting uccuia dep^iidB upon market ttti.iCtUieS and 
cutiipe tl t 1 ve pteadurea; little Is knowu abouL the specific debtee 
of shifting to expect* The estimates presented in Table 5 assume 

that ; 

u i .. 4w l v^u t .id J ly u, uUmm i ww i i. i » Jo ^r i 

ptupert, tiA tediu ( lyns ui. fySOL,,i pt Jp^cLy In the 

^"yl ^ i i ^ u i i * . 4, « . ^ .i . . i i ... 5 , . , tato- . * t ^ k ^>>a 

Indau^ , la i piipect. L j.&a^ad m it c>.<*4£t.tat.r s In „ufc t urm 
of 1 Q\t± i t , r 1c is * i'ii . B sh 1 f l iu^ ua;ufe pr Imar a j.y ^ Jiong 
couuflerclfa 1 fj*|ynfl ihit largely wjmpete in a localized 
market ar t ,d » * ' b..DS tauilal shifting sh,.ulJ a i»u occur 
among i^gul&ted public utilities that may be requited to 
pass on their savings from reduced property uxts. 
Industrial f 1 r*ti**3 will face less competitive pressure to 
reduce prices because they often compete with uut uf- 
itate firms net receivii A g property tax relief. 



o A very small fraction of the reduced property taxes on 
agricultural land will be reflected In lower prices 
because agricultural products are usually sold In 
national or w »ld markets where product lon^ttstB have 
little impact on prices In the short nj|f(aee Table 

Based on these assumptions, federal revenues from rental 

bvT 7 « f"L rlal * " d ^cultural firms should rise 

by 5798 Billion in fisqal year 1979 and $817 million in 1980 (see 
Table 5). Together with the increases from homeowners, federal 
revenues should rise by $1,028 million and $1,311 million 
respectively. In fiscal years 1979 and 1980 because of the direct 
effects of Proposition 13, But these gains will be, partially 
offset, by the indirect effects of Proposition 13 on federal 
revenues. 



INI) iRKCr EFFECTS , 

f.^l 6 '" d | ,reC ' e,U '' tw ot ^"Po^ition 13 on federal revenues 
f< \ V" ' hrOU 8 h two ^nmia of change in the economy. 
The first of these is through prices, As was mentioned before 
the California action has a deflationary effect, since property 
taxes are a component of the Consumer Price Index (CPI), Even 
though property taxes el severe will be unaffected, the expected 
ri«e i u the cost of living, a8 measured by the national Consumer 
Pri Cc index, will be dampened and with it wage and price In- 
creases. As current dollar incomes grow less rapidly federal 
revenues will also grow leas rapidly. 

The second « .l.u,a«l, which P, 1 1 i ... 13 w iU altect 

t,d e ral revenue* is u« overall effect on ecouumic activity 
Lowr P.^.ty taxes lncr«**e the after-tax incomes of consumers. 
Some of this goes into savings an d some into the purchase of 

IT:'**'' b "' B " Ch Wln b « S P«" stimulating U.S. business 
activity and profits. The resultant growth of incomes will raise 
federal ta» revenues. Working in the opposite direction, of 
course, will be the cutback in state and local spending which 
will have a depressing effect on economic activity, incoBes. and 
federal revenues. The net indirect effect of Proposition 
13 cm the economy will be a loss of federal revenues of $400 
million in both fiscal years 1979 and 1980. When balanced 
against the direct gains of $1 ,028? in "fiscal year 1979 and '$l~,3li„}/// 

Otto l9B °' tHe federal rev «w gain should be about 

$800 million in fiscal year 1979 and $900 million in 1980 (se. 
Table 5) « 
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CHAPTER IV. THE IMPACT OF PROPOSITION 13 ON FEDERAL SPEND TNG 



INTRODUCTION 



. 

Proposition 13 could a ff ect federal expenditures In nu- 
merous ways. Overall, however, It appears that federal expendi- 
tures will be little affected by Proposition 13, in part because 
of offsetting effects In different programs. 

The udtu.c and diieulwu ..t tlie changes In £ = de la i c* HeU al 
Lutes will depend on dec 1 a 1 uns —many of which are yet to be 
inade-=by the stattf legislature, local government officials, and 
voters in California. First, the impact on federal expenditures 
will depend on the amount of surpluaea spent and revenues raised 
to replace lost property tax receipts. Second, for the T state and 
local budget reductions that are required, the impact on federal 
expenditures will depend on how they are accomplished. For 
example, freezing the wages of public employees would have less 
of an I „.,,,». i on federal expenditures than would laying off 
empioyela and h^lng the.n receive unemployment compensation; 
cutting •back library suvl.u., which receive little federal aid, 
would have lets of an Impact on the federal budgeL than would 
reducing welfare grwU, which are heavily a 1 d, d - 



«#!» I . I. t . .1. ... i 



I*.-,., a... II .... I. „„,„ 11...,., 

dfturt . to . Id ,.ht, ge , , . teault ,.1 i ropodUi ,n lis 

" 2k£ii 2ui iii-ai Si^tiiiiilii i Litt.iKs .... 1 j 

the M'fltet.ance oi effort or nondlsp lac en.cnt "t e^.i /i Anient .. 
of federal grant-in-aid prn B « B «. Since a major objec- 
tive of many federal grant prolans i« to stimulate 
additional state and local activity i„ support of na- 
tional priorities, maintenance of effort provisions 
appear in many of uh e statutes and regulations governing 
these ^rojsrams. Some of th<;„ d pLOvialona are written 
In general t e i ..... and require chat federal funds be 
used to supplement and not supplant state and looal 
funds. other maintenance of effort provision.* are more 
specif K —requiring the recip lent to maintain the same 
level of effort (for example, spend as many dollars) on a 
supported activity to a it did in a prior period. Budget 
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reductions In California could cause a loss of all or part 
of the grants from programs governed by the latter type 
of maintenance of effort provision. Roughly half of the 
largest grant programs have maintenance of effort re- 
quirements (set Appendix Table). 

o Expenditure cutbacks could jeopardige the funds necessary 
to meet the natch ing reguiremejitB of federal grant 
programs * Nearly two-thirds of federal grant programs 
accounting for nearly four-fifths of federal aid dollars 
include soma nonfederal matching requirements* J_/ 
, If federal grant programs support services on which the 

t recipients place a relatively low priority or if other 
items in local budgets are mandated by state law, Cali- 
fornia governments might choose to withdraw their match-f 
ing amount even though, with the loss of federal money, 
the cutback in services would far exceed their own 
budgetary savings* Such actions* are more likely to occur 
if the program requires a relatively large match, if the 
match comes from local governments rather than the 
state, and if property taxes are used to support the 
local contribution. 

If California falls to meet either maintenance of effort 
or matching requirements and thus loses some amount of 
its federal grant moneys there may or may not be a 
corresponding reduction In total federal expenditures* 
In most grant programs, funds unused by California 
would be redistributed to other eligible recipients * 
Reallocations may be delayed to give California an 
opportunity to make use of its funding ; this could 
result in lower than expected federal spending in the 
next few years and increased levels of spending later 
on* It is possible, however, that budget authority may 
lapse before reallocations are made» In certain cost^ 
sharing entitlement programs, such as Aid to Families 
with Dependent Children (AFDC) and medicaid, a reduction 
in California's grant would necessarily imply a reduction 
in overall spending. > ^ 



U Advisory Commission on Intergovernmental Halations, Cate^ 
gorical Grantsj T!heir Role and Des4gn an Assessment and 
Proposed Policies , Report A-52 # Washington, 1978. 

\ 
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0 T he impact of the expe nditure cutbacks on individuals 
and on the 0^0,7 will nff.ct federal .xp.n^e,,^. 
public and Efrivate sector employees who are laid off 
because of Proposition 13 could receive unemployneiiL 
compensation, food stamps or other transfer program 
benefits, The elimination of the cost-of-living Increase 
in the AFDC programs will entitle AFDC recipients to 
larger food stamp benefits, If tuition is imposed on 
community college students to replace lost property tax 
revenue support, spending in the Basic Education Oppor- 
tunity Grant program could rise. ** 

The small decrease in the Consumer Price Index arising 
from the reduction in property taxes will reduce benefit 
increases in the social security, civil service retire- 
ment, and other programs that are tied to the CPI, 

J The following sections point out' th e manner in which 

by Proposition 13 through one or more of the mechanisms just 
described* ^ 



Mass 1 1 nu.-»l ( Aagia L ain eg 

Of all the tr 9 n Sh ,u, ll ,„„ , u „ . ^ 

iik e ly lo be «£f«ct.d by the p« 8Bage of Proposition 13. Several 
major California transit operators ru u the risk of violating 
the maintenance or effort .iquirement Incorporated in the Section 

fiJrA?" i K ''T Pr °8 raffl of the U ^<*n Mass Transportation Act 
(UM1A). In order to qualify for Section 5 funds, transit opera t 
Ing assistance from state and local governments oust be greater 
than the average of the two previous years. If state and local 
financial resources are reduced and inct«asfes In fares are 
substituted for state and local operating subsidies, federal 
grant payments of up to $50 dlUoo, out of a total allocation to 
the state of $120 million, could be jeopardized. 

Only U...... .M-rai,..., t l,-l neavli, uu u,* p.^uy 

-r. like!/ to .a ce difficulties 1, quali ty i ug fwl C outi..aed 
k < i ;L < ;'' ltll,g aSBl8tance - «Vbu they may avoid noucompliance 

because UMTA allows the maintenance of effort calculation ,„ h, 
made either an <.,.<•! at.., by o|).-nu.„ basis ur qn the basis of 

J 



/ 

a combined financial statement for all transit operators in an 
urbanized area- On a pooled basis, operators in Los Angeles and 
San Francisco, which otherwise might have difficulty, dould 
probably meet the maintenance of effort requirement since both 
areas have at least one major operator (RTD and BART* respec- 
tively) that is largely Independent of property taxes- Other 
systems dependent on property taxes, for which pooling is not* an 
option, receive roughly $10 million in formula grants. Loss of 
this amount coald also be avoided if the state decides to allow a 
portion of the proceeds of a one-quarter percent sales tax, 
currently earmarked for capital improvements, to be used for 
operations instead • 

Participation in the UMTA capital grant program could also 
be affected by Proposition 13 if local governments divert funds 
to operations and* therefore s find it difficult to fund the 20 
percent match that is required. Overall, federal spending 
on mass transit capital grant programs would not be affected, 
because monies not used by California will be allocated to other 
a tates • 



Highway Aid 



The £e4^idi alJ highway piOgiaiU y l^j^ X d^a f uud^ covering 

between /0 and 90 percent of the coata of construction, racon- 
atructioii, and rehabilitation of highways on the federal-aid 
highway system* Federal obligations for highway projects in 
California will be roughly $500 million in fiscal year 1978, 

Fruj^cts yu a Lt* te-a duii nla te red highways (constituting 
a2 percent of mileage on the federal-aid system in California) 
are unlikely to be affected by Proposition 13 since the state 
matching contribution derives largely from earmarked state 
highway user taxes* Federal funding for locally administered 
highways could be affected since about half of local matching 
dollars come from property taxes or general fund appropria^ 
tions. About $200 million in federal funds would appear to be at 
stake* However* even with local financial difficulties* federal- 
aid highway funds are unlikely to go unused in California 
since the State Department of Transportation has indicated that 
it will provide extra funds to localities if needed for major 
highway, projects and will itself make use of any federal con- 
tract authority freed up by Proposition 13. 



la 




Airport Aid 



Under the Airport Development Aid Program (A DAP ) the 
federal government provides between 50 and 90 percent of the 
cost of capital improvements- In fiscal year 1977 $29. S mil 11 cm 
g was obligated for projects in California. Roughly 80 percent of 
-this amount vent to air carrier and couuuul^r airports . Since 
these airpoiLB tend to rely on revetiue bonds rather than local 
taxes to raise matching funds, ttielr participation In the ADAP 
program is* unlikely to he affected by the passage ot Piw^eaJ*! on 
13, General aviation airports* however, could have difficulty 
securing fedeial funds since they do rely on local taxes to raise 
Che nonfederal share ot project c^aLa- Tims Proposition 13 cuu id 
result in a reduction uf a f e w irilllU,* doll^ra'pei y e *n i u AtfAP 
funds going lo Califoii*ia- 



* A* a Lh. , „. „ 4 Pi a l i . , ual . itTc , 

lion dgeuj w/i, ,y be lo ^ke bud^i ? a thit P Ul., 

thfeo in violation n th* maintenance, of «f f or t .^m, cmcin * that 
are included in ^uai eauea Lion Uv B . CWier, ily, j „ oi ,k t to 
qualify fur aid, j Uu a 1 cdu.all,,, a^.u must h a VtJ ^ F « t .i as u^eh 
On the did.d «ul4t> iii the ptc.edinjj y 4t> a did l u the 
ye, 4 k.uie ti.At- !U,,m H ll aiil ; e wl tU ti. t M i „ L^»<a i , t . ol c£ t *jr I 
requirement b gene^lly disqualifies the i^clpieiiL t^i the full 
a mo nut of i i,e ^uul i» MttceLldii. H^^ver, Liu,, ^rogiaflis, 
Elr^antary and SecOiidaiy Educ* Liun A. » (ESEA) litle I EaHA Title 
IV, And Ad,. It Wu^tU, allows b , : * ltl i-^uLu',,! « r endl - 
111:5 Wi llu>,,L violation ,f n^i,, t.u^iue uf wff^il dud H i .vide t yi 
a ^i^c ut hit* ifequlruneut nud*x cermU. c irCu, 44 Jtd k . U^der 

Aceoti w.id 1 * cli= cuifcstaue.ee, an a^,l i L . s uit l & grant ia tea,., ed 
the peicetiU ft , by vhicli U le uut i> f c^. llan^, >i 4 idcx N^r> 
t± x. c p L t o tici 1 * ' d, aiu^trtuct., , v ,nd h y d*b e^s^i- Mit£»e w^iyers 

Lldl1 be ua€sd and bjHuJiug UiL during c.e w ti i, e r year 

uduuot be Lid iii l!^ c^mpuLatl43i. ot d new b* rft u detennlue 

nittlllt«SudLli.c uf & ff^iL L, luLort yea^, h c*u thO* U*. . Ju» legisl a- 

Lion pendln e 1 both en, H uu » e and th iieu*us w^i i J i dW e l he 



1979, the first after Proposition 13, could affect grants total- 
ing as touch as $385 mfllion in fiscal year 1980. 2J 

~, * i "■»*•-"-" ■ 

While, several of the programs providing aid to postdecondary 
educational Institutions also have maintenance of effort require- 
ments 9 compliance by California is less In doubt since recipient 
institutions tend not to be dependent on property tax revenues* 
Only community colleges inYCSlif ornia rely very heavily on 
tt^e property tax for support* xf tuitions are Imposed to offset 
part or all of the revenue loss, federal expenditures in the 
Basi<^ Education Opportunity Grant (BEOG) program could rise* 

Employment and Training Programs 

If in response to Proposition 13 local governments lay 
off regular employees or impose a hiring freeze, Comprehensive 
£> Employment and Training Act (CETA) program reflations require 
that CETA public service employees engaged in substantially 
similar work must either* be laid off or transferred to other 
unaffected departments or nonprofit organizations* There Is 
nothing in the law that precludes laid-off regular employees from 
obtaining unaffected CETA Title VI positions if they meet the 
eligibility criteria* On the other hand, deliberate attempts by 
prime sponsors to transfer large numbers of regular employees to 
GITA Jobs through layoffs would probably be a violation of law* 
Whether ot not there are acceptable ways of accomplishing the 
same thing Is uncertain* Several years ago New York and Detroit 
were able to rehire laid-of f regular employees under a somewhat 
weaker set of maintenance of effort regulations* 

Because California officials will attempt to minimize the 
loss of funds and because the law reauthorizing the CETA program 
for 1979 has not yet been passed, it is difficult to estimate 



2/ Since many of the education programs are forward funded, 
this amount represents California's share of funds expected 
to be appropriated in 1979 and spent in 1980 in the follow* 
ing, programs; compensatory education (ESEA Title I); 
vocational education; adult education; grant for libraries, 
learning resources, education innovation, and support (ESEA 
Title IV); Indian education; education of the handicapped; 
and emergency school aid (desegregation assistance) ■ 
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how much of tbtt or the, next year's aliocation Will be lost 
if iMintenattee of effort provisions ate violated. The Department 

lloo that Callfornia * 11 be aUeeated roughly 

1500 million in fiscal year 1978 under Titles II and VI to 
support 55,000 pubUc service employment job. in state and local 
government agencies. A 

«*h« H ^i eXPe > € !? public service faployaent funded under 
other titles of the Coi^rehenslve Employment and Training Act: 
could also be affected by -the passage of Proposition 13. Funding 
for these programs could be lost either because agency layoffs 
result in violation of maintenance of effort requirements or 
tecause supervisory personnel, equipment , and other overhead 
(such as classrooms and transportation) usually provided by state 
and local governBent agencies might no longer be available. The 
Summer Youth and^ Youth Employment and demonstration Projects 
Act proiriM, accounting for grants of $80 million and $67 
million, respectively, in fiscal year 1978, are most likely to be 



Unemployment Insurance 

As part of the transition provisions of the Unemployment 
Compensation Amendments of 1976 (Public Law 94-566), which 
mandated the attention of unemployment insurance to state and 
local government employees, ,the federal government will pay part 
of any tenef its based on employment prior to the full implementa- 
tion of the law^ In California the transition provisions apply 
through^Aprll 1979. Thus the federal government can be expected^ 
to share the cost of benefits paid to public employees laid off 
as a result of the passage of Proposition 13. For public 
employees laid off before the end of July, the federal government 
will pay all of the benefits, thus creating a significant incen- 
X thg / a ^ 011 qu^kly. In each succeeding three-month 
period, the federal share is reduced by 25 percent so that 
i07o ,! e f UiB8 t0 a °y P u Wic employee laid off after April 
1979 would be paid entirely from the state trust fund and the 
financial burden would fall on the former employing jurisdiction. 

Based on the past experience of covered unemployed workers 
in California, an average laid-off public employee might be 
ejected to receive unemployment benefits totaling $1,445 over a 
17-week period. The federal budget impact would depend on the 
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timing of layoffs but could' total at much as $14.5 million for 
every 10,000 public empl^ees laid of f before August 1978, 

The depressing effect t^t thS^lfeenditure cute willjuive 
on the economy in the short run cow ^lead t^m small decline 
in the number of jobs in the private ieltor* iMfeould lead to 
an increase in regular Unemployment insurance benefits of ^4 to 
$6 million. - -, t , :V v j^J- . * 

■ <: ""mk ; - ; • 

Social Services ■ - v » 

The Title XX Social Services program of the Social Sewcity 
Act requires a 25 percent state-local match In order to q Sp y 
for federal funds. Proposition 13 is not expected to flKct 
California's participation in this program since cu^pnt spending 
from st*te-local sources for social services is f tr lit excess of 
the amount required to match California's federal grant alloca- 
tion. 



Stealth 

Proposition 13 is expected to have little budgetary effect 
in the-J health area f neither total federal spending nor the 
amount going to California is expected to be affected. Few of 
the categoriai health programs have matching requirements and, off 
those that do* the burden fails primarily on the state* The 
California state government has agreed to pay. at least for one 
year, the local share of medicaid costs, which previously was 
paid by county governments partially out of property tax reve- 
nues. - 



Welfare 

Under the Aid to Families with Dependent Children (ATOC) 
program* the federal government pays a portion of the cost of 
providing benefits to eligible families* Since the program is 
open-ended and the state determines benefit levels and eligi- 
bility standards* the state* to a large extent, determines total 
program costs and hence federal expenditures. In a move necess- 
itated by Proposition 13* California reduced costs in its AFDC 
program by eliminating a scheduled cost-of-living increase* The 
state expects this to result in total budget savings of about 
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$144 million la fiscal year 1978-1979, of which $71 million will 
accrue to the federal government. Recently passed state legisla- 
tion calls for the local share of welfare costs to be paid for fey 
the state In fiscal year 1978-1979. 

Food Stamps 

As a' result of the decision to withhold cost-of-living 
increases in the AEDC program in California i food stamp benefits 
might be expected to increase by roughly $25 million. These 
benefits are paid fully by the federal government. Expenditures 
*n the food stamp program could also Increase if layoffs of 
public employees reduce somefamily incomes enough to qualify for 
food stamps. If California decides to deny the cost-of-living 
increase for the state supplement portion of Supplemental Secur- 
ity Income payments, it could endanger the state's cash-out 
status in the food stamp program. Should this occur, food stamp 
expenditures could Increase fey $35 to $70 million. 

Child Nutrition Prnflramn 

Even though the National School Lunch program Includes both 
a matching and maintenance of effort requirement, California 
is unlikely to have difficulty qualifying for continued assis- 
tance. State spending, both from general tax sources and 
charges to participating students, Is so far in excess of the 
amounts required by the federal grant program that spending cuts 
could take place without jeopardizing federal assistance. 
# 

A number of summer schools and public and privste non- 
profit summer day care camps may not operate this summer as 
a result of local government budget cuts. Approximately $18.7 
million In federal funds has been allocated to California for 
summer food programs. Decisions already taken to abandon pro- 
grams will result in the return of at'least $4 million in federal 
funds. 

Proposition 13 .could cause a decrease in federally funded 
school breakfast programs * Most of these programs operate before 
normal school hours and thus involve additional expenditures for 
janitorial and supervisory personnel. If budget cutbacks force 
reduced working hours for these personnel, schools could termi- 
nate their breakfast programs* 
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s Under the Section $ housing ^assistance programs, the federal 
government makes payments to landlords equal to the difference 
between the rental chj frge SSjt at or "below a government estab- 
lished maximum fair market rent—and 25 percent of tenant in- 
come. Reductions in property taxes should slow the rate of rent 
Increases and my even result In absolute rent reductions . So 
long as these changes are reflected In maximum rent^ehedulea, 
which are determined administratively by HDD, Proposition 13 
might he expected to reduce slightly federal outlays in the 
Section 8 programs. * This effect, however, could he" offset by 
state actions denying a cost-of-living increases ; to ATOC reci- 
pients, for the 25 percent of Section 8 tenants that are welfare 
. recipients, this would mean lower tenant contributions towards 
rent than otherwise would have been expected* At least in the 
short run, the Income and rental effect should cancel each other ' 
out, resulting in little or no change In federal outlays* 

Because public neuaing projects a|e government-owned, and 
hence pay no property taxes, the reduction in property taxes 
resulting from proposition 13 will have no effect on operating 
expenses. However, the freeze on welfare benefits under AFDC 
will reduce tenant Incomes below anticipated levels, thus reduc- 
ing rent collections and} ultimately increasing federal operating 
subsidy payments. Because tenant incomes are only recertified 
once a year, the effect of the AFDC benefit freeze is likely to 
be delayed. Operating subsidy requirements during fiscal year 
1979 could increase by $0.4 million and, if the freeze were 
extended into 1980, by $1.3 million in that fiscal year. 



Social Security and Government Retirement Programs 

Proposition 13 will cause a slight reduction In the Con- 
sumer Price Index and thus federal budget savings In programs 
such as social security and the government retirement programs 
In which benefits are Indexed to price changes. Because of this, 
federal outlays could be reduced by $100 million In fiscal year 
1979 and $330 million in fiscal year 1980. 
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General fcevenue Seating 

Proposition 13 could result in a reduced share of federal 
revenue sharing funds going to Calif ornia since tax effort is a 
key factor in the formula used for distributing funds* Since 
there is a lag in data collection, however* no impact would be 
expected in either fiscal year 1979 or 1980. If the program is 
reauthorized without change and without an increase in the 
funding level, then California governments could suffer a reduc- 
tion of under $100 million in their revenue sharing payments in 
fiscal years 1981 or 1982. , State and localities eisiwhere would 
receive correspondingly higher payments , 

• ■■ ? ,. ■ 

Wastewater Treatment Facility Construction Grants 

Under the Environmental Protection Administration's con- 
struction grant program, the federal government provides 75 
percent of the cost of approved projects* In California, re- 
maining costs are split equally by the sta# and the responsible 
local government* California's participation in this program 
could be reduced if Proposition 13 makes it difficult for Cali- 
fornia governments to raise their share of project costs* 

The state's ability to finYnce its share is relatively 
assured; it recently received voter approval for the issuance of 
$300 million in bonds to support the construction of wastewater 
treatment plants and the state's access to money markets is not 
in doubt. At the local level, however, there is greater con- 
cern* Traditionally funds have been raised by issuing general 
obligation bonds, With the limitation on local property taxes 
imposed by Proposition 13, these bonds are likely to be con- 
sidered by the market to be a relatively risky investment. At 
a minimum, local governments will face higher borrowing charges 
and may in some instances have difficulty gaining access to 
the market. Local governments might substitute revenue bonds, 
but these bonds generally have higher interest costs, Increases 
in interest charges would increase total project costs, perhaps 
reducing local public support for wastewater treatment facili- 
ties, and imperiling local bond approval- 

Under federal legislation, California has a two-year time 
period to secure federal obligation of funds allocated for 
its use, Funds unobligated after two years can be realldfaated 
to other states, Assuming a fiscal year 197*9 appropriation 
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.'***■ f^f 2 billion for. the construction program, approximately 
$340^11100 would be allocated to California. If California had 
* Prt|t»p slowdown of . 50 percent , $170 miiulm would be re* 
allocated to other states in fiscal year 7 Since tre*t«enr 

plants ^ttike'' a long time j|o design and buiTd, the handout of 
federal tupds is relativKy slow; outlays would be reduced by 
$5 million in 1979 and $30 million In fiscal year 1980. In 
later years , outlays would increase as the states receiving 
California % unused funds got their projects underway* 



CONCLUSION 

* *=. - * * . * > 

Total federal spending should not change each as a result 
of Proposition 13. There may be a small reduction largely as a 
result of price changes. Maintenance of effort and matching 
requirements could endanger Calif omeia's participation in some 
grant programs* Even so, the**is(p«t on total federal spending 
should be smAll since funds can generally be reallocated to 
other eligible states and localities. California faces the 
greatest likelihood of losing federal funds for public service 
ef^loymentt BMTA operating and capital assistance, and various 
education programs* although in the last instance the effect 
would not be felt until fiscal year 1980. - 




CHAPTER V, V REPERCUSSIONS ELSEWHERE 




The conclusion that Proposition 13 will have relatively 
ulnor effects on the economy an^f on federal revenues and expen- 
ditures is predicated on the assumption that the property tax and 
expenditure f cuts will be ' limited t© California. California's 
actions could, however, be the forerunner of similar steps in 
other states,, thus magnifying the impact on the economy, the 
federal budget, and the federal system* California-like ini- 
tiatives might occur elsewhere because sons of the conditions 
believed to have contributed to taxpayer dissatisfaction In 
California are also present in other states* 

* 4- 

o While the burden of state and local revenues and property 
taxes In California is high, both in per capita terms and 
in relation to personal income, there are several states 

with heavier burdens (see Table 7)* 

■ ■' . 

© the increase in California's tax burdens, another of \he 
factors commonly cited as responsible f©r the y«er 
appeal of Proposition 13, does not appear to be much 
different from the national average* Between fiscal 
years 1972 and 1977 per capita revenue burdens in Cali- 

X fornia Increased by 6.4 percent, slightly faster than 
the national average* Burdens, measured as a fraction of 
personal Income, increased by 5*5 percent, or 2.2 percent 
faster than the' national average* During the same 

.period, property tax collections, measured as a percent 
of personal income decreased both in California (-8-6 
percent) and in the nation (-7-3 percent )* XJ In active 
real estate markets ip jffalif ©rnia and elsewhere, however, 
assessments^ and property tax burdens have been rising 
faster than the state-wide averages imply and for a 
significant number ;©£ taxpayers, tax liabilities may have 
risen much faster than incomes* In such situations 
dissatisfaction with a tax system that does not distin- 
guish real from current dollar increases in income and 
wealth is strong* 



y Firm data for last year are unavailable; however, rough 
estimates of the California and national situations suggest 
that property tax collections per capita Increased slightly 
faster in California than than they did in the nation as a 
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TAIL! 7. OVIB 9O0RCE KETENtTES AND FlOPQfT TAX BOIDISS AND FERCEHf CHANGE IK BURDENS fOR CALIFORNIA COMPARTO TO 
IttlCTm STATlSj a/ PISCAL YEAR 1972 TO flSCAI, YIAI 1977 



rty Tii Collection! 



Per Capital 



Fiscal Year Percent 
1977 \ Change 
1,972-77 



Dollars * 



As a Percent of 
Personal locomt 
Fiscal liar - Percent 
1977 Change 
Dollars 1972-7J 



Own Source Revenue Collections b/ ■- 

As a Percent of 
1 Personal Income 



Per Capita 



Fiscal Tear, Percent 
1977 | Change 
Soliifi 1972-77 



Fiscal Tear 

1977 
Dollars 



Percent 

Change 

1972-7^ 



QaJIfofale ••■ - 


465 


42.2 


6.5 


-8; 6 


1 f 3^0^-—-^^ 


64.2 


19.0 


5.5 


I7.S* Average: 


292 


44.1 


4.6 


-7.3 


1,041 


60,5 


16,3 


3.3 


Alabana 


60 


41.8 


1.2 


-15.1 


743 


68.4 


14.5 


,0,1 


Arkansas* 


111 


48.5 


2.3 


- 8.3 


671. 


60.4 • 


; 13.6 


-1.0 


Siorgli 


191 


59.9 


3.5 


2.8 


865 


62.9 


15.6 


4.6 


Indiana 


242 


10.0 


3i9 


-29.3 


863 


51.1 


13.9 


-2.9 


Louisiana 


100 


30.0 


1.9 


-21.6 


906 


57.1 


16.9 


-5.4 


bflsachusttts 


490 ■ 


31.4 


7.4 


4.0 


1,166 


59,9 


17.6 


9.9 


Unnesota 


272 


17.4 


4.4 


-24.3 


1,214 


62.5 


. 19.6 


4.7 


lev Jersey 


, 465 


50.0 


6,3 


*3,Q 


' 1,119 . 


68.0 


15.2 


8.6 


lev York 


446 # 


v53.7 


6.3 


, . 9.2 


1,493 


59.3 


21,2 


13.1 


Oregon 


361 f 


62.5 


5.8 


0.6 


1,140 


87.4 


18,2 


• 16.1 


Wisconsin 


294 


. .13,7- 


4.8 


-28.0 


1,100 


52.3 


18.0 


-3.6 



tl» S* Bureau of cht Census, Governmental FiPapceO t Volt 1971-72 and unpublished data* 

ij States vera seleettfi becauie they were among the highest or latest ranked states on the basis of 
property H% collections per capita or changes in property tax collectidns per capita* 

ij Includes ill revenue collie ted by ftite aid iocil ggVirmMnti from taxes, charges, fees, etc. Excluded 
are federal grant payments, utility revenues, liquor store revenues f and insurance-trust revenues. 
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° l*rge public sector surpluses accumulated in Call* 

fornia jsay be paralleled by Smaller surpluses elsewhere* 
• Such surpluses could have 'contributed to the revolt by 
I «g*rlae taxpayers who saw their taxes rise without 

commensurate service increases; the surpluses also 
allowed voters to support Proposition 13 r comfortable In 
the knowledge that major service cutbacks could be 
avoided by spending accuawlated funds- In the National , 
Incofce and Product Accounts, the aggregate state and 
loc^l sector surplus, exclusive of social Insurance 
funds, was $13*7 billion In »77«_ Wh ile these data are 
N J . ^ brefcen down gengi^tttgpM^ 

the National Association 5* Stafcesfcdget Of f icers sug- 
gests that few state gofinsiaCi have accumulated sur- 
pluses of the magnitude of California (see Table 8). f 

Iff as appear* to be the cafle. the* situation in California 
la not sharply different f ram that In other, states, similar * 
budget and tax ' reductions might he undertaken elsewhere* Tarn and 
expenditure limitation proposals mtm already under consideration 
In several etates, but few are as extreme as Proposition \3* 
Most would limit the rate of future expenditure or revenue 
growth, but would not reduce revenues or expenditures below 
current levels* 

It is probable that state and local officials will respond 
to the signal sent by California taxpayers, even If not required 
to do so hy their own voters. In aost instances their response 
will not involve service cutbacks; rather they are more likely 
to provide tax relief by slowing down the rate of Increase in 
expenditures or by spending down surpluses. If governments 
r^dtfce taxes without changing spending plans *, the net effect 
on the eeonoay i*ould be stimulative* Price reductions would 
also result if property or sales taxis were cut. If tax relief 
Is financed hy holding down the growth in expenditures, however* 
rather than by using up accumulated surpluses > the stimulative 

\ N effect of the tax cuts on the economy will be offset. The 
previous analysis of the Califdr^ia situation suggests that 
unless 'the magnitude of the tax eh* is significantly larger 
tha^x the* accompanying reduction in expenditures— in other words, 

i unless roughly half of the tax reduction is financed through 
a spending of accumulated surpluses --tax and spending cuts 
would tend to reduce near-term aggregate economic activity and 
employment. 
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TABLE 8. STATE GOVERNMENTS WITH OPERATING gBRPLrail IN FISCAL " TEAR 1 978 
IB EXCESS OF 6 PIRCEHT OF EXPENDITURES */ 

\ Projected £uri» 

Projected Surplus plus ^percent of 

State (In millions of dollars) 1978 expenditures) 



' f- 



Alaska 


370*1 


66.5 


$orth Dakota 


157.4 


57.2 


Arkansas . 


189.3 


27.9 








Utah 




20.1 


Texas 


622.6 


20.0 


California 


2,157.0 


17.6 

t 


Nevada 


' 36.9 


16.9 


Wis cam s In 


271.1 


13.8 


. Kansas 


117.8 ' 


13,8 


South Dakota 


21.1 


12.9 


Montana 


24.1 


1L.3 


Oregon 


107.0 


10.5 


Nebraska 


* 50.8 


10.5 


Vermont 


17.5 


9.6 


Indiana •', 


110.8 


7«3 


New Mexico 


40.9 


7.0 



SOURCES National Association of itate Budget Officers and National 
Governors Association, Fiscal Survey of the States. Fall 1977 . 
as updated by the National Conference of State Legislatures. 

a/ These figures represent Fall 1977 projections of what budget 
\ positions would be several months later* As such, they differ from 
actual outcomes. , For example * the surplus shown for California is 
substantially less than that currently reported by the state* 
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MATCH1HG AHD MAIHTKRANCE Of IFFOW llQUIlUmitS *OR SELECTED URGE FEDERAL GRANT PROGRAMS gf 



CFDA 
Reference 
Number b/ 



Agency 
and 

Fregraa 



Departaent of Agriculture 



10.418 

10.500 

10,561 
10*555 



10.557 



Water & Waste 
Disposal Grants 
for- Rural 
Communities 

Cooperative 

Extension 

Service 

Administration 
of Food Starrs 

4 

National School 
Lunch s 



mc^ Spedial 
Supplemental 
Feeding for 
Woman » Infants 
and Children 



California's 
Share of 19X7 
Program (in 
thousands 
of dollars) 



26,387 



6,261 
32,739 



17,340 



Requirement for State 
and Local Match 



Maintenance of Effort 
Requirement 



None 



55 percent 



50 percent 



75 percent for paid-lunch program 
except less In states with per 
capita incomes below the national 
average* Ten percent of matching 
funds must cone from state and ' 
local revenues other than those 
raised from student charges* 

No | but state and local agencies 
bear administrative costs in 
excess of 20 percent of the total 
grant* 



None 



None 



None 



State spending for admini- 
stration must exceed /is- 
cat year 1977 levels to 
qualify for federal funding 
of administrative costs* 



None 



(Continued) 
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APPENDIX TABLE (Continued) 



v 



CFDA 

Reference 
Number b/ 



Agency 
and 

Program 



Oilifofttli # g 
Share r of 197? 
Program (in 
thousands 
of dollars) 



Panartnaat of Health* Education^ aitf We if era 



13,224 



13*232 



13.428 



13*449 



13.478 



r 

Conoainltyf 
Haalth 
Can cars 

Maternal & 
Child Haalth 

titla I 

Compensatory 

Education 



Education far 
the Handicapped 



School *A»ais* 
tance In 
Federally , 
. Affected Areas 
(tapaet Aid) 



20,101 

U ? 493 
139,880 



18,609 



98,546 



Requirement for #r$te 
and Local Match 



Maintenance of Effort 
Requirement -B 



Yes; determined on a 
basis 



case -by-case 



Fart A formula grants have a SO 
percent natch 

Hone 




None 



None 



Nona 



Fixed Base l Combined £ la*? 
cal effort par student or 
aggregate expenditures for 
preceding yaar must aqua! 
95 percent of second pf a- 
ceding year* (Waivers 
are allowed*) 

Fixed Base : Laval of ejt J 
pendltures for handicapped 
from state and local 
sources for application 
year tsust equal preceding 
year* (Ho waiver, 
allowed.) 

? None - 



(Continued) 
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APPENDIX TABLE (Continued) 



CFDA 

Reference 
Number b/ 



Agendy 
and 

Program 



( HEW, continued) 
13,493 



13*600 



13-624 



13,635 



13.642 



13- 714 



13,806 



Vocational 
Education 



Heads tart 



Rehabilitation 
Services and 
Facilities — 
Basic Support 

Nutrition Fro 
grans for the 
Elderly 

Title XX 

Social 

Services 

Medicaid 



Aid to 
Famili^a 
With Depen- 
dent Children 



California's 
Share of 1977 
Program (in 
thousands 
of dollars) 



38,803 



32,042 



55,996 



l/„ Hi 



2©2 t U60 



1,217,425 



005, 944 



Requirement for State * 
and Local Match 




20 percent I can be waived for lew- 
income communities and those hit 
by natural disasters 

20 percent 



10 percent 



25 percent 



Varies by state between 27 and 50 
percent 

Varies by state betw^eu Li and 50 
percent 



Maintenance of Effort 
Requirement 



Fixed Base l Per pupil or 
aggregate spending for 
preceding year must equal 
second preceding year. 

General non-supplantatlon 
requirement* 

V 

Fixed Base l State spending 
must equal fiscal year 1972 
leve 1 * 



Fixed Base l Regulations 
require continued support 
at prior year levels, 

Fixed Basel s tate and local 
spending must equal fiscal 
year 1973 or 1974 levels* 

None 



None 



(Continued) 
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APPENDIX TABLE (Continued) 



CFDA 

Reference 
Number j>7 



Agency 
and 

Program 



California *s 
Share of 1977 
Program (in 
thousands 
of dollars) 



.Department of Housing and Urban Development 



14.146 



Low-Income 

Housing 

Assistance 



, 30,659 



Requirement for State 
and Local Match 



None 



Maintenance of Effort 
Requirement 



None 



14.218 
and 

14.219 



Community 
Development 
Block Grant! 



308,898 



General non^upplantation 
requirement * 



Department of Justice 



16,502 



Law Enforce= 
ment Assis^ 
tance Block 
Grants 



34i9M 50 percent for construct lou; 

10 percent all other activity 



General non^supplantation 
requirement - 



Department 6f Labor 



17-207 Grgnti foi Em- 

ployment Sttrvi*. 



6/, 210 



1 / -226 



work Incentives 
Program (WIN) 



Public service employment 
funded through WIN cannot 
be used to displace regular 

emp loy eas * 



4 J 
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CPDA 

Reference 
Number b/ 



Agency f * 
and 

Program 



(Labor, continued) 

17*232 Comprehensive 
Employment and 
Training Grants' 



Department pf Transportation 



20,102 

20*205 



20,500 
and 

20.507 



Airport Devel- 
opment Aid 

Highway Aid 



Urban Mass 

Transportation 

Assistance 



California's 
Share of 1977 
Program (In 
thousands 
of dollars) 



899, 147 



30,118 
638,888 
165,320 



Community Services Administration 

49.002 Community Action i0 t 945 



Requirement for State 
and Local Match 



None 



Varies between 10 percent and 
25 percent depending on project* 



Varies tfetwHn 10 percent and 
30 percent depending on project* 

20 percent on capital projects; 
50 percent if used for operating 
expenses ■ 



30 to 40 percent depending on sist 
of program; can be waived* 



Maintenance of Effort 
Requirement 



Statute includes general 
non-su^plantation require^ 
ment* Regulations prohibit 
public service employees 
from remain;£tig in jobs that 
are subs tatitially similar 
to those from which regular 
employees are laid off * 



None 



None 



Operating subsidies must 
equal the average of the 
prior two years to qualify 
for formula grant 
component* J 



General non-supplantation 
requirement 
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APPENDIX TABLE (Continued) 



CFDA 

Reference 
Number b/ 


Calif ornia *s 
Share of 1977 
Agency Program (in 
and thousands 
Program of dollars) 


Requirement for State 
and Local Hatch 


Maintenance of Effort 
Requirement 


Environmental 


Protection Administration 






66,418 


Construction of 791*171 
Wastewater Treat- 
ment Facilities 


25 percent 


None 

* 


Department of 


the Treasury ^ 







No number General Revenue 709 f 018 
assigned Sharing 



i 



Nop 



If state government reduces 
aid to local governments 
below average of preceding 
two years, part of state 4 
government entitlement is 
redistributed to local 
governments. 



SOURCE? Information on matching requirements from Office of Management and Budget, 1977 Catalogue of Federal 
Domestic Assistance; information on obligations in California from Community Services Administration, 
Geographic Distribut ion of Federal Funds in California, Fiscal Year 1977 ; information on maintenance of 
effort requirements from unpublished General Accounting Office materials and other telephone contacts* 

&J Programs were selected if total obligations naclqpally reported in the Catalogue of Federal Domestic 
Assistance were greater than $200 million In fiscal year 1977, 

.b/ Catalogue of Federal poiaeatic Assistance* 
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